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What the Life Insurance Men 
Said About Mortgages 


Some of what we heard at the 
recent American Life meeting 


F the various annual meetings 
held each Fall, few surpass that 
of the American Life -Conven- 

tion in their interest for MBA members. 

At this year’s meeting held shortly after 

our own, here is some of what you 

would have heard about the mortgage 


business had you been there. 

First, i. Meredith, 
president and treasurer, National Life 
Insurance Company, Montpelier, said: 


Douglas vice 


“FHA without doubt occupies a posi- 
tion of honor among federal agencies 
FHA has 
enjoyed the reputation of able and ef- 
ficient management since its inception 
and much of its record so far achieved 
the ability of its 


created in the past decade. 


may be credited to 
management.” 

He said FHA should not be looked 
upon as a temporary agency, since its 
accomplishments deserve enduring treat- 
ment, assuming that efficient manage- 
ment continues. 

Passing from FHA to private mort- 
gages on residential properties, he said 
that few such mortgages are refinanced, 
for obvious reasons. In the first place, 
the amounts involved rarely exceed four 
figures, and secondly, many mortgagors 
do not understand the jargon of the 
mortgage business, and approach financ- 
ial institutions and their officers only 


with a sense of awe. They prefer not 
to disturb a satisfactory arrangement for 
what may prov e to be a very small Sav- 
ing, if any. Consequently, new mort- 
gage loans in that field usually arise 
only out of sales and from the all too 
familiar practice of raiding. Mortgage 
loans are matters of public record and 
a few hours spent in the recorder’s of- 
fice may produce a substantial list of 
mortgages to be solicited personally, or 
by mail, for refinancing. 

“While an occasional mortgagor may 
be saved a small sum over a period of 
12, 15 or 20 years,” he continued, “‘no 
economic justification exists for the di- 
version of manpower to raiding of 
mortgage portfolios, particularly in a 
period of great manpower shortage. 
Often the savings are illusory rather 
than real, and the illusion frequently 
is aggravated by the person soliciting 
the loan.” 

He warned that this raiding practice 
not only generates increased pressure on 
the interest structure and the inflation 
of valuations, but invites consequences 
similar to those which already have fol- 
lowed periods of inflated valuations. 

Some per- 
sonal relationship between borrower and 
lender for fear the former may ask a 
lower rate of interest on his loan. He 
said: “Is it not better to know that a 


lenders oppose a close 


IN THIS ISSUE: SAVINGS-AND-LOAN APPRAISALS 


borrower feels he should have a lower 
rate and keep the loan, even though a 
concession is granted, than to ignore 
the borrower and lose the loan?” He 
then pointed out that when a loan is 
paid off the funds must be loaned at 
the current lower rate of interest while 
in addition a premium must often be 
paid to obtain the new loan. 

He expressed the belief that as the 
investment for funds become 
more restricted more and more raiding 
of loans will be encountered. “Raiding 
is not eliminated by ignoring it,” he 
rather it only can be coped 


outlets 


“ 


continued, 
with by recognizing it as one of the im- 
portant immediate factors in the busi- 
ness. First, as previously suggested, we 
must cultivate closer relationship be- 
tween borrowers and lenders. Second- 
ly, we must take positive steps to pro- 
tect our loans against raiding. Finally, 
each lender must so conduct his affairs 
that he does not invite retaliatory raid- 
ing.” 

Touching on the prices at which 
mortgage loans sell, the premiums paid 
and fees allowed finders, etc., he said 
that the prevailing practices will con- 
tinue so long as easy money rates prevail. 
He said that there are few prospects 
that mortgage loans will sell at par un- 
der prevailing general conditions unless 
the lenders reduce the contract rates. 
“Naturally, it is gratifying to purchase 
loans at par, just as it is pleasant to pur- 
chase bonds at par, but money market 

(Continued on page 7, column 1) 


LET'S END KICKBACKS 
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“What About These High 


Appraisals?” 


Is Question Many Lenders Are Asking 


A review of current thinking about what may 
be our most important lending problem teday 


came to 


HEN MBA 


the recent Chicago Conference, 


members 


probably no other question of 
current interest was in the minds of so 


‘ 


many as “what about these high savings 


and loan appraisals?” It was a cinch 
to come up before the whole meeting 
Twohy, governor of the 
Federal Home Loan Bank System, was 
a cinch to catch a question on it some 


He did when 


rose to inquire “how far the Home Loan 


ind James 


time or other. 1 member 
System is going in these times of rising 
and skyrocketing home prices, in check- 
ing the appraisals on the part of the 
member institutions?” 

“T think that’s a very pertinent ques- 
“Certainly, I don’t 
any- 


tion,” ‘T'wohy said. 


think 


body more than it does us, and we are 


it is disturbing or worrying 


ittempting to pursue it by working 
closely with Charlie Mullenix and your 
crowd, and with Mr. Ferguson, in the 
which his administration 


We are 


Of course, 1n the 


relationship 
has with our own. pursuing it 
as closely as we Can. 
potential inflationary 


terrifically times 


in which we are living, it is hard to 


to control 


control; but we are trying 

it by what I think is ultimately the 
most effective means, and that is by 
specific case supervision. We are try- 


ing to fend off any sort of new blanket 
credit controls that might suppress us 
ind yet might introduce new and pain- 
ful controls of your business as well as 
ours. We are 
the difficulty 
the best of 


alive to it. We recognize 


and we are trying, with 


collaboration among other 
agencies, public and private, and by spe- 
cific pursuit of it through supervision, 
to check it.” 

Then another MBA member asked: 
“Would 


an adoption of the 


for that evil be 
FHA 


not the cure 
ippraisal 
method?” 

“T think the 


Twohy repl ied. 


FHA standards would 
“—_ Is difficult 


to introduce that into our system in a 


help,” 


blanket way because the whole organic 


structure of our system is so decentral- 
ized and pluralistic that it is a little dif- 
ficult to do it. But certainly the cure 
for it is sound appraisals and the best 
appraisal and we might be 
able to work out some plan to make 
that nationalistic without making it too 


” 


meth« rds, 


bureaucratic. 


Thinks they are inflating 
appraisals to get business 


Twohy, in his prepared address, in- 
dicated that the matter had been occupy- 
ing his attention when he told our group 
that 
and helpful criticism and collaboration 


“T hope to have your continuing 


in what we are trying to do, even when 
internal competition for business now 
and then develops a little static between 


»” 


us. 


This question of these so-called ex- 
cessive appraisals by certain savings and 
loan associations isn’t new but to hear 
some of our members complain, you 
would think the black plague had just 
struck. Back in February, W. E. Mil- 
ler, speaking at our Chicago Clinic, de- 
clared that “fas far as losing loans to the 
savings and loan associations, I know of 
no cure. It is just a case of their being 
Ulowed to inflate their appraisals to get 
the business. We can recall what hap- 
pened to them in the last depression- 
and at that time they were making much 
With FHA 


competition, it would seem that they are 


lower percentage loans. 


certainly headed for trouble.” 


At that time the conditions which 
Miller complained of were not wide- 
spread and if what the national MBA 
‘fice hears is an indicator, widespread 
be the word to use today 
That the 
in the last six 


Charles 
A. Mullenix said in his presidential ad- 


would hardly 
n describing the situation. 
yractice has grown 


months, there can be no doubt. 


dress at the Chicago Conference that 
ce : : 
many complaints have been received 


from various parts of the country with 


regard to high appraisals and increas- 
ingly high loans being made by certain 
savings and loan associations. 

“But I want to make it clear,” he 
emphasized, “that these complaints do 
not apply to all savings and loan as- 
sociations. In my travels during the past 
year, I have been approached by officers 
of many of them complimenting us on 
our stand against dangerous loaning 
practices. These practices have been dis- 
cussed with James Twohy, able gover- 
nor of the Federal Home Loan Bank 
System, and with John H. Fahey, Com- 
missioner of the Federal Home 
Bank Board. They have been most co- 
operative 


Loan 


“Many cases have been presented to 
us where loans have been made by sav- 
ings and loan associations in amounts 
greater than the which 
FHA will commit mortgage insurance ; 
and, in some cases, for amounts higher 
than FHA appraisals. 

“The borrower pays one-half of one 
per cent per year for FHA mortgage 
insurance. The savings and loan asso- 


amounts for 


ciations pay one-eighth of one per cent 
per year for deposit insurance without 
the use of FHA insurance in most cases, 
with the result that the taxpayer is in- 
suring the mortgages on which certain 
of these associations are overloaning. 
This presents a problem which is of 
vital interest to 
should be 


every taxpayer and 
corrected by the Federal 
Home Loan Bank Board to provide a 
uniform system of appraisal such as is 
in effect in FHA operations.” 

Mullenix put his finger on two of the 
most important factors in the whole 
matter. First, he pointed out what al- 
most everyone in the mortgage business 
knows today — that these excessive ap- 
praisals 


“ 


to get the business” by no 
means represent a nation-wide practice. 
It is centered in certain communities in 
certain sections; and it does not occur 
with any rule of thumb. (For instance, 
some of the loudest complaints have 
come from the far South and in certain 
cities in the upper Central West.) How- 


ever, the practice is growing — of that 
there can be no doubt — and at its pres- 


ent rate, mortgage lenders all over the 
country soon will have experienced its 
effects in some degree. 

There is another aspect to Mullenix’s 
first point that has special interest for us 
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as an Association. It relates to the na- 
tional organization of savings and loan 
men, the United States Savings and 
Loan League, with which MBA has 
always enjoyed the most cordial and 
profitable relations. Our two groups in 
the past have worked together on many 
national problems with which the mem- 
bers of each were vitally interested — 
and always did so under the best pos- 
sible relationship. Now comes this prob- 
lem which the uninitiated might sup- 
pose would put us on opposite sides of 


the fence. Such is most emphatically 
not the case. MBA and the League 
both hold safe and sound mortgage 


lending practices as a most primary ob- 
jective; and in that fact may eventually 
be found a large part of the ultimate 
solution of this current problem. 


Twohy thinks FHA standard 
would help in solution 
been 


second has 


Mullenix’s 


mentioned by many people as the real 


point 


solution to the problem — an appraisal 
system for the savings and loan as- 
socrations FHA Mr. 


in his remarks at the Confer- 


such as has. 
Towhy 
ence did not appear particularly eager to 
embrace the idea yet he said he thought 
“the FHA standard would help” but 
that it might be difficult to introduce. 
In any event, the suggestion is the only 
serious one we’ve heard as to what can 
be done about the matter — unless you 
care to consider what one member told 
us the other day. He said: 

“There’s no solution for it and no 
use looking for one. The fact is there’s 
so much money for all kinds 
of lending that money is going begging 


available 


everywhere. This naturally means that 
practices not condoned in normal times 
begin to appear—and what can you do 
about it? 


,” 
terest rates. 


Only solution is higher in- 


Other mortgage lenders are emphas- 
izing the FHA angle. They say that 
under conditions that have developed, 
FHA can’t compete with the savings and 
loans because FHA appraisals do not 
follow the rising market while those 
of the savings and loans do. The latter 
have no uniformity in appraisal methods 
and have been able to move ahead with 
the higher market which has been ex- 


One 


perienced all over the country. 


lender pointed out that FHA appraisals 
in effect are based on a frozen level of 
more than two years ago — while the 
real estate market has moved through a 
whole era of price change since that 
time. 


Many say government should 
act because of its stake 


That the whole thing is a federal 
matter is contended by many who point 
out that the government has a big stake 
in properly working out a solution. That 
is true in the sense the government has 
a stake of $125,000,000 in the Federal 
Home Loan Bank System and an invest- 
ment in the Federal Savings and Loan 
Insurance Corporation. 

Probably the most significant fact in 
the whole discussion, however, is one on 
which all will agree — namely that to- 
day two federal agencies are appraising 
real estate on two entirely different sets 
of rules. FHA is doing one thing and 
the savings and loans are doing another. 
Both of them can’t be right. Many 
lenders have observed that if the pres- 
ent trend continues, the logical end 
that FHA out 
of business. In other words, there can- 
not be any reason for FHA holding to 
one method in making its appraisals 
while its contemporary in the National 


would be would go 


Housing Agency adheres to no 
tem of appraisals — some contend that 
there have been cases where there is a 
differential in their 


sys- 


25 per cent esti- 
mates. 

Another angle is inflation. These 
are not normal times. Everyone recog- 
nizes that fact. Then are these high ap- 
praisals and larger-than-normal loans 


acting as an inflation-aid? An awful 


lot of people are saying “‘yes” — and 
loud. 

The controversy 
banks and the savings and loan associa- 


of the: commercial 


tions (it was a controversy at least in 
the bank publications) seems to have 
abated in recent months which may have 
been the why 
noticed the Prudden Digest’s review of 
We 
pass them along for whatever signifi- 
cance they may have in this situation. 


reason we particularly 


two articles in Your Investments. 


Prudden points out “that because war- 
time savings are spilling over into all 
investment and savings outlets, the basic 


trends in federal savings and loan asso- 
ciations have been temporarily obscured. 
Federals continue to concentrate on at- 
tracting short-term savings, although 
they are primarily media for long-term 
mortgage and real estate investments. 
Unless government takes prompt action 
to put them on 
basis, they will turn out to be a serious 
danger to hundreds of thousands of 
small savers who mistakenly think they 
can get money back from federals when 
they want it. 


a sound long-range 


Reviews some of present 
problems of associations 


“A few of major points brought out 
are that these associations are supposed: 
(1) to organize home mortgage lending 
facilities; (2) are not to function as 
banks, thus are not true depositaries for 
savings; (3) so-called ‘depositor’ really 
buys shares; (4) withdrawal of money 
is really conditioned on 
agreement; (5) there is no guarantee 
that you can get money back whenever 
you need it. Tells how a Federal ‘can 
avoid going into default almost in- 


a repurchase 


definitely’ and although many have 
funds sufficient to pay off shares now, 
liquidity may be lacking when really 
needed. “The heart of the problem is 
that the associations face an almost in- 
soluable dilemma.’ 

“Another question arises ‘as to why 
savers should have their funds invested 
for them by Federals in Governments 
when they could purchase war bonds di- 
rectly, receive about same return, and 
in many instances, a higher return, and 
have a degree of safety and liquidity 
which the strongest Federal cannot give 
them. It is obvious that their present 
shift to government investments will 
end the day that war is over. They will 
return to practice of concentrating 90 
per cent or more of assets in mortgages 
and investments based on real estate.’ 

“Referring to the fact that an 
explosive situation is being built up now 
which may go off just at time that it 
will be most essential to safeguard sav- 
ings of average man, the author thinks 
‘the Federals should clean house and es- 
tablish themsleves on a_ permanently 
sound basis. That would mean stopping 
once and for all dissemination of mis- 
leading advertising, ending pretense that 
they are true savings depositaries, and 
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setting up barriers against short-term 
capital. But unfortunately, there is lit- 
tle evidence that Federals as a whole 
will do anything of this sort. 

“Two other suggestions: ‘It would be 
far better if Associations were called 
building and loan associations so that 
would know in ad- 


would-be investor 


vance that he was not putting money in 


a demand institution, such as savings 
bank; for duration the Associations 
should not be permitted to sell share 


accounts to investors who may want 


them repurchased within a period of less 
than two years.’ ” 

Purely as a sample of what one group 
of mortgage lenders in one community 
is thinking about the savings and loan 
appraisal matter, we are following this 
article by another written by the secre- 
tary and treasurer of the Greater Miami 
MBA. It represents the views of mem- 
bers of this one local chapter but it 
should not be considered as an expres- 
sion of opinion of what the spokesmen 
for local chapters might say. We pre- 
as indicative of what lenders are 
Similar 


sent it 
saying in this one community. 
irticles will be welcomed. 
Savings and loan men generally are 
is alive as any other group of lenders 
to the importance of sound appraising 
in mortgage W. 
West, who was president of the Savings 


and Loan League in 1940 pointed out 


lending as George 


in the October issue of Nation’s Busi- 
ness. In an article on “Home Building 
Down to Earth”, he declared that “‘it 


will not be amiss to talk about some of 
the lessons which home mortgage lend- 
Most 


is the lesson that 


ers have learned. important, to 
my way of thinking, 
the character of the wage earner and 
other members of his family is almost 
as important as the real estate appraisal 
as a basis for a decision to lend a man 
money for a home.” (Italics are ours.) 
But West also said: 


financing of post-war 


“Adequate 
home building will mean a return to 
the original principle that the borrower 
will do business with a local lender who 
can give him advice as to his holdings 
and deal with him sympathetically as his 
troubles occur.” 

Many mortgage men complain of the 
use of this theme in savings and loan 
public relations. Last August we re- 
porte d the case in an Ohio city where 


almost all savings and loans were ad- 


vertising that borrowers should deal 
with them so their “mortgage won’t be 
sold down the river” — meaning of 
stay in that city 
and not go to an insurance company. 


course that it would 


We’re Finding the 


They emphasized the personal service 
borrowers could get by dealing with a 
local institution holding their loans. No 
doubt the company 
pondents there were able to render good 


insurance corres- 


service too. 


Savings and Loan 


Competition Tough in Miami Area 
By FRED W. CROZIER 


ECENTLY savings and loan as- 
sociations reduced their interest 

rate on residential mortgages to 
a ynoint as low, and in some cases lower, 
than life We do not 
criticize this action, although we feel 
that a not entitled to the 


lowest rate on high percentage loans. 


insurance rates. 


borrower is 


However, a general reduction in interest 
rates is justified considering the reduced 
rates on all types of investments today. 

The life 
from investments is following a low- 
the 
adjustment in interest rates to meet any 


companies average rate 


ered national pattern and proper 


average competition will be made in 
due course. That, howeve r is only a 
part of the problem we are confronted 
with today. 

Our largest savings and loan with 
approximately 
a flat charge 


outstanding loans of 
$15,000,000 announced 
of $25 on residential loans, absorbing 
all other normally 
charged to the borrower. Other savings 


fees and costs 
and loans were opposed to the action 
but have indicated that they will prob- 
tbly follow the same procedure. 

In Florida we have rather high clos- 
Ing costs because on every mortgage re- 
corded a state intangible tax of $3 per 
$1,000 must be paid at the time of re- 
cording. We have a $1 per $1,000 
revenue tax, which, together with ab- 
stracting, attorney or title policy cost, 
recording and survey, brings the total 
cost on a $5,000 loan to approximately 
$120 and on a $10,000 loan to about 
$160. This that it 
necessary for the mortgage agencies to 
absorb $95 on the $5,000 
$135 on the $10,000 loan. 

Considering mortgages from $2,500 
to $15,000, we will have to secure an 


means would be 


loan and 


average premium of 2 per cent in the 


our conventional residential 


mortgages to absorb this expense. ‘Then 


sale of 


our only profit is the servicing fee. 

The question arises is: should the 
Federal Home Loan Bank System en- 
courage its members in what we think 
is unfair lending practices? The case 
referred to is the same as paying the 
borrowers a bonus to which mortgage 
bankers are emphatically opposed. 

We might say this procedure on the 
part of the savings and loans is only 
temporary when 
larger quantity are available they may 
return to charging borrowers average 
fees as in the past. On the other hand 
a precedent is being set which may be 


and mortgages in 


hard to overcome later. 

If the Association 
maintain a low dividend rate, it may 
elect to continue the $25 fee practice 
and enlarge this program to include 


can continue to 


apartment, commercial and hotel loans, 
which they are authorized to make up 
to a total of 15 per cent of their assets. 

There are other factors that might 
change the situation. In our national 
readjustment after the war, the public 
may reduce their holdings of building 
and loan shares to use in other invest- 
ments, which would slow up their loan- 
ing activities, which in turn might cause 
them to increase their dividend rate to 
a more normal level. 

We must recognize, however, that 
building and loan companies and the 
newer Federal Savings and Loan Asso- 
ciations are setting themselves up as 
more or less savings banks. The public 
generally is not fully aware of the fact 
that their assets are mainly in non- 
liquid form, that their investments are 
not governed by the same policies that 
pertain to commercial and savings banks 
under federal and state banking charters 
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and do not under the same 
safety measures of banks and savings 
banks. They probably do not realize 
that under large withdrawals, share- 
holders in building and loans and Fed- 
eral Savings and Loan Associations are 
subject to notice and would receive only 
1 small percentage of their shares in 


operate 


cash, the balance being deferred for 
many months, even though the associa- 
tions are members of the Federal Sav- 
ings and Loan Insurance Corporation 
and the Federal Home Loan Bank 
System. 

We recognize that these Associations 
are operating on a better basis and with 
greater safety than prior to the depres- 
sion years; however, guarantees or no 
guarantees, it has been the experience in 
this country that any unusual withdraw- 
als in any institutions with frozen assets 
works to the disadvantage of the share- 


Strong Forces Are 


holder owners of such assets and causes 
financial distress in communities so af- 
fected. 

We feel there is a need in mortgage 
financing for these institutions and we 
believe that they have a necessary place 
in helping build a community. At the 
same time, we do not believe that they 
should attempt to dominate the mort- 
gage field in any community by price- 
cutting and unfair loaning methods — 
and being assisted in such operations by 
federal institutions. Such practices may 
be temporarily helpful to a few bor- 
but in the institutional 
lenders might withdraw their funds 
than pay for 
FHA agencies could reach the 
position where business would be un- 
profitable and, as a result, the borrow- 


rowers, end 


rather high premiums 


loans. 


ing public would suffer from a shortage 
of funds. 


Mobilizing to End 


—or Try to End—Loan “Kickbacks” 


ORTGAGE men want to end 
“kickbacks” to those not in the 
mortgage business — but they 

are not sure how it can be done. The 
reports which readers of MBA publi- 
cations have seen in these pages the past 
year describing efforts of certain chap- 
ters to do something constructive to end 
this practice and then establish a stand- 
ard code under which members can op- 
erate, have stimulated some discussion 
and thinking. 

But now the matter is reaching a 
climax, as MBA members who attended 
the Chicago Conference saw for them- 
selves. 

There is strong sentiment all over 
the country for standardization of 
sound practices, ending of certain prac- 
tices which aren’t so sound and more 
vigorous action which will end what 
most lenders contend are distinctly un- 
ethical and unsound methods of lending 
and appraising. 

The highiight development at the 
Chicago Conference, as far as local 
chapters are concerned, is this: 

MBA local chapter officers want the 
cooperation of other types of mortgage 
lenders in stamping out “kickbacks” ; 
and at their annual luncheon meeting 
on the opening day of the Conference, 


passed a resolution declaring that “the 
evil of the payment of premiums for 
loans to contractors, owners and other 
non-mortgage interests, generally term- 
ed ‘kickbacks’, can be controlled and 
the standard of lending conditions im- 
proved if insurance companies, (operat- 
ing through branch offices or otherwise ), 
banks, savings and loan associations and 
other investors will lend their coopera- 
tion to MBA in a program for the bet- 
terment of the mortgage business.” 

This resolution was recommended to 
the new MBA board for consideration. 
This body met for the first time on the 
last day of the Conference and prompt- 
ly voted its approval. 

What went on at the Chicago Con- 
ference and the shades of opinion ex- 
pressed can best be understood by re- 
viewing some of the proposals and views 
set forth. 

One of the leading spokesmen was 
J. E. Foster, Jr., president of the Texas 
MBA, who introduced the resolution at 
the chapter meeting. Foster 
that “I am firmly convinced that as bad 
as the practice may be today when we 
are handling Title 6s, it is going to be- 
come far more vicious when we go into 
Title 2 with home owners in the higher 


brackets. Unless our local MBA chap- 


declared 


ters can devise some formula for con- 
trolling this practice, it is going to be- 
come worse. 

“In our have 
branch offices of insurance companies. 
Employees of some of these decided 
that rather than go out and the 
builder, they would have the builder 
come to see them — by offering a bonus 
of course. It met by practically 


State we numerous 


see 


was 
everyone else! 

“If we could secure the cooperation 
of the American Life Convention and 
Life Insurance Presi- 
an educational program, we 
could control this situation. But unless 
the insurance companies are willing to 


Association of 
dents in 


start ‘house cleaning,’ I don’t think we 
can do it. I suggest a committee from 
MBA be named to consult with the in- 
companies. This can 
show these companies how they can re- 


surance group 
duce their acquisition costs in mortgage 
investments.” 

Frank N. Ferguson, past president, 
Milwaukee MBA, drew a somewhat 
different picture and said that in his city 
competition difficulties principally eman- 
ated from banks. (See page 7 for Fer- 
guson’s prepared address which was not 
given at the Conference.) 

C. Armel Nutter, Camden, N. J., 
and chairman for the State and Local 
Associations Committees in 1942-43, 
suggested that what may be needed is 
far closer contact with the MBA In- 
surance Company Advisory Committee 
and that we might profitably carry this 
idea further by organizing a Bankers 
Advisory Committee and a similar group 
representing the savings and loan field. 
He also proposed that a model code be 
devised from which each local chapter 
could write its own code reflecting con- 
ditions existing in its community. He 
made a number of other suggestions 
which he has incorporated in a special 
report. Among them is a plan for hold- 
ing a preliminary meeting for chapter 
officers only at each annual meeting 
where problems for review would be 
agreed upon before the large State and 
(The 
reasoning is logical since these lunch- 
eons are now about as large as any 
divisional meeting sponsored by MBA). 

C. Earl Giraldin, president, St. 
Louis MBA, is thinking ong the same 


He said: 


Local Association group meets. 


lines. 
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“Shouldn’t the national set up a 
schedule of fair practices and then have 
a committee consult with the life com- 
panies? If we in St. Louis could agree 
on a definite plan we could control the 
As long as others are giving 


for making 


situation. 


services away and paying 


loans, every one is going to meet the 


competition.” 


Thinks answer lies in our 
giving more real service 


Charles G. McCaffrey, 
Pittsburgh MBA, 


haven’t stated the problem in the terms 


president, 
dec lared that we 
accurate. He 
than 


we should to be exactly 


Says it amounts to nothing more 


“paying the builder for permission to 


render him a very costly and very val- 
uable service.” 
He drew several parallels in other 


fields of business and professions and 
said that if doctors and lawyers adopted 
such practices we would call them 
quacks and shysters. 

“Why, then, do we ourselves fail to 
recognize the character, quality and 
prestige of the fraternity?” 

In McCaffrey’s opinion, the key to 
solving the whole problem is service. 


“Service to help the builder make a 


mortgage 


wise choice in selecting a development, 
helping him obtain priorities, helping 
him in every way possible during con- 
struction, and helping him close his deal 
through our own legal and settlement 
departments,” McCaffrey explained. 
Rupert I. Hall, president, Oklahoma 
MBA, thinks we 
road ahead because solving the problem 


won't be 


face a pretty tough 
casy. 

“Some say it’s up to the mortgage 
banker to police his own bac kyard!” he 
said. “This is extre mely hard to do be- 
cause, we as mortgage bankers, may 
agree on a policy but what about the 
avings and loan associations and the 
bank that prefers to pay a 


bonus for his business? In Oklahoma we 


contractor a 


agreed on a policy of charging a | per 


cent commission for FHAs but the 
bankers and savings and loans made 
loans without commissions. 

“No action can be taken unless all 


types of lenders adopt the same rule. 
This would be construed as regulation 
in restraint of trade and in violation of 


the anti-trust laws. 


“So on fees to be charged, I think it 
is proper for the local association to 
issue a standard schedule of fees to be 
charged just as the real estate boards 
do — then leave it to the individual to 
conform.” 

There are many MBA chapters like 
Ft. Wayne where discussion of this sort 
will seem strange since their members 
have tackled and solved the problems 
that plague other chapters today. An- 
ather is Minneapolis whose chapter 
president, R. H. White, related that 
“during the past year, in spite of a 
shortage of loans which might induce 
r iding, there has not been a single com- 
plaint submitted to our Ethics Com- 
mittee. 

“T don’t want to leave the impression 
that all is ‘roses in the springtime’ but 
I do submit this one important fact—we 
have made friends with the competition. 
Instead of strife, turmoil, and throat- 
cutting, we get along. We try to create 
new business instead of raiding the 
other fellow’s business.” 

Elmer S$. Carll, president, Philadel- 
phia MBA, told the story of what hap- 
pened in his town when a schedule of 
rates satisfactory to a majority of the 
mortgage houses doing the largest FHA 
business was adopted. Some of the banks 
fund companies wouldn’t 
schedule so in attempting 


ind savings 
igree to the 
to devise something that might prove 
for 


workable, exceptions were made 


these lenders. 


Chapter now has agreement 
which is working out well 

But it proved that with so many ex- 
ceptions the thing wouldn’t work at all; 
so in about three months it was decided 
to discontinue the rate schedule and let 
the market seek its own level and free 
the companies to do competitive bidding. 

Later, said Carll, the chapter decided 
to have its Ethics Committee act as an 
arbitration commission in settling dif- 
ferences with its decisions final except 
that it could not expel a member. That 
right was reserved for the board. So far 
it has worked well, for while previous- 
ly there had been many complaints un- 
der the partial schedule to which all had 
not agreed, there are practically none 
now. 

What actually happened at the Chi- 
cago Conference was that the chapter 


officers were talking about two distinct 
things in one breath and thus getting 
one problem confused in some respects 
with another. For example, in Phil- 
adelphia a standard schedule of charges 
which covered practically every charge 
of any kind entering into mortgage 
lending, was set up. The fact that it 
did not in the end turn out as well as 
had been anticipated does not mean that 
it cannot be done — particularly since 
the present Philadelphia operation seems 
to be working. ‘Those members who 
said that what we need is a standard 
schedule of charges may feel encour- 
aged in their further efforts because 
there is no reason why local groups 
cannot set up such schedules and then 
ask members to adhere to them. After 
all, the real estate boards have done the 
same thing. The trust division of ABA 
did it and so have other groups. 


Chicago MBA’s action is 
guide for other groups 


The second point is something en- 
tirely different; and for something con- 
crete on that story let’s look in on the 
Chicago MBA and see what has hap- 
pened there. 

Last June we reported that this chap- 
ter was working on an agreement 
whereby members “would not pay more 
than par for Title II 
This action was of course lim- 
ited to FHA mortgages. The effort has 
now been completed and all those who 


unprocessed 


loans.” 


do an FHA business have now agreed 
that they will not pay more than par for 
unprocessed FHA Title II loans. Here 
the most constructive and beneficial ac- 
tion has been accomplished and, in the 
final analysis, points the way for every 
other chapter seeking the answer to how 
to ban “kickbacks” as far as FHAs are 
concerned. 

For various reasons a fuller discus- 
sion here is being omitted. However, 
we suggest that FHA chapter 
president write to the Chicago Mortgage 
Bankers Association, 166 West Jackson 
Blvd., Chicago, and request details of 
what was done and how. The report of 


every 


this development is what you want for 
initiating further action in your own 


chapter. 
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LIFE CONVENTION 


(Continued from page 1) 


conditions prevent this,” he added. He 
said, also, that mortgage lending activ- 
ities have been circumscribed and re- 
stricted because of the war, and as long 
as the war continues, this is likely to be 
the case. The cessation of hostilities, 
however, will open an enlarged field of 
endeavor for mortgage lenders and this 
enlarged field will 


alertness on the part of mortgage men, 


require increased 


he concluded. 


Next Dr. Marcus Nadler of New 
York University and consulting econ- 
omist for the Central Hanover Bank 


and ‘Trust Company in New York took 
up the story. 

life 
would 


He declared that if he were a 
officer he 


sell all doubtful properties at present 


insurance investment 


when the demand has increased and 
when the fear of inflation and the gen- 
eral belief that real estate is a hedge 
against it, have created a fairly active 


demand. 

“T would, however, assure that the 
buyer cannot abuse the property during 
the war and throw it back to the com- 
pany at the end of the war,” he added. 


He declared that mortgage loans are 
sound investments for life insurance 


companies provided the mortgages are 
properly amortized. 
belief that it would be to the interest of 
the country in general and to the mort- 
gagees in particular if the amortization 
could be moderately increased during 


He expressed the 


the war. 


Will This Program Help End Kickbacks 


to Every Tom, Dick and Harry? 
By FRANK N. FERGUSON 


HE prevalent practice of paying a 

fee to every Tom, Dick and Harry 

is a disease of the mortgage busi- 
ness. Various things can be done to re- 
lieve the painful effects, but it can be 
cured only by removing the cause - 
idle money, a supply of 
money out of all proportion to the de- 


loose money, 
mand, 

The problem has many angles. In 
Wisconsin anyone soliciting or attempt- 
ing to solicit mortgage loans must have 
a real estate broker’s or salesman’s li- 
cense which may be revoked if a com- 
mission is paid to an unlicensed person. 
Banks, loaning their own funds, need 
and in Milwaukee the 
larger banking institutions instigated the 
finder’s 
fee; yet under their code such a practice 


no such license 
general practice of paying a 


is both legal and ethical. 

Just a few days ago I asked a banker, 
and a very good one, how his bank 
could earn a fair net return on its mort- 
gage loan account after paying for large 
newspaper advertisements, a finder’s fee, 
absorbing part of the closing costs and 
granting a wide open prepayment priv- 





ilege—all at a + per cent rate. I sug- 
gested that the net yield might be as 
low as 2 y 2 per cent or lower if all costs 
were properly allocated to the mortgage 
loan department. His answer was “So 
what — that’s more than most of our 
investments yield.” 

Flagrant examples of this practice 
are coming to light constantly. An in- 
dividual wholly unknown to the lending 
institution meets a friend on the street 
and finds he is in the market for a mort- 
He directs the 
lender after the 
closed, he practically demands a fee and 
often gets it—to avoid litigation. 


gage loan. friend to a 


and transaction is 





“PLANNING WITH YOU” 

With this issue is a new pamph- 
let designed as an introduction to 
some of the problems with which 
mortgage lenders are likely to be 
vitally concerned in the post-war 
We urge you to read it 
and will further 
comments. 


period. 


welcome your 











Some real estate salesmen make a 
practice of arranging a new mortgage 
in connection with every sale — just to 
obtain a finder’s fee in addition to their 
salesman’s commission; and I know of 
specific instances where the seller paid a 
penalty for prepaying the existing loan 
and the buyer paid the closing costs of 
a new loan for the same amount and 
on similar terms — just so the salesman 
could collect a fee. 

It is indeed a problem and one which 
needs a solution. In my opinion the 
practice cannot be successfully banned 
until the cause is removed — but the 
pain caused by the disease might be re- 
lieved or minimized by an intelligent 
program to evil 
exists. A few of the points which should 
be covered by such a program are: 


combat the while it 


1. Uniform license requirements 
governing mortgage lenders, regard- 
less of the source of funds. 

2. The removal of the finder’s fee 
from the hidden profit class by a re- 
quirement that the payment of such a 
fee be known to and approved by the 
borrower. 

3. Adoption of a policy that a fee 
be paid only in cases where the re- 
cipient of the fee presents an appli- 
cation or written authority to nego- 
tiate — signed by the borrower. 

If such a program succeeded and the 
practice were drastically curtailed, some 
clever chap will, I suppose, find new 
bait to lure the borrower his way. Per- 
haps elimination of all closing costs, a 
further reduction in interest rates, or 
even a drum of gasoline and a tub of 
butter to each borrower would help. 

After all, if the finance committee of 
a big bank tells the manager of the 
mortgage loan department to put a 
million dollars to work in the next four 
months — or else — what can the poor 
fellow do? He does — and many of 
his competitors practice self preservation 
by doing the same thing. 


Mr. Ferguson is the immediate past 
president of the Milwaukee MBA and 
prepared this paper for delivery at the 
Chicago Conference. 
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Heard and Seen 


lames A. McLain, president, The 
Guardian Life Insurance Company of 
America, and well-known to MBA 
members because of his active part in 
\ssociation affairs and participation on 
Clinic programs, is the new president of 
the American Life Convention. He is 
naming a special committee to inves- 
tigate the possibility of more closely co- 
ordinating ALC’s activities with those 
of the Association of Life Insurance 
Presidents. This action, voted by the 
xecutive committee, will not it was 
emphasized bind the organization to 
merge with the Life Presidents group 
or with any other life insurance organ- 
ization. The move is apparently an ex 
ploratory expedition. 


The Seattle Master Builders Associa- 
tion has backed up the suggestion of 
MBA Past President Charles A. Mul- 
lenix calling for a separation of FHA 
and the National Housing Agency. The 
Seattle group’s resolution declared that 
FHA should be “completely divorced 
and separated from NHA, responsible 
only to the Congress which created it, 
ind that necessary safeguards be taken 
to prevent FHA administration from 
again being placed in a subordinate pos 
ition to any other governmental unit 
without the expressed authorization by 


Congress.” 


Senator George L. Radcliffe on Oc- 
tober 12 delivered on the Senate floor 
the speech he gave at the MBA Con- 
ference on September 23, prefacing it 
by saying 

“Mr. President, on September 23 
last, | gave a talk entitled ‘Some Com- 
ments on Security’ in Chicago before 
the very active and useful Mortgage 
Bankers Association of America.” 

Copies of Senator Radcliffe’s speech, 
as printed in the Congresstonal Record 
for October 12, can be had by writing 


the MBA national office. 


CAUTION: Many MBA members, 
in writing President Herold G. Wood- 
ruff, are referring to the MBA Direc- 
tory issued two years ago for his ad- 
dress. His office has been moved since 
then and his correct address is 937 
Penobscot Building, Detroit. 








President's Report to Members 


Your last year’s president inaugurated a policy of reporting to mem- 
bers each month in The Mortgage Banker. It was a good one and I 
plan to continue it. I have staked out this corner to comment briefly on 
some of the matters the officers are pursuing in your behalf. 

The biggest news this month is that $.755 is now law. The presi- 
dent signed it October 14th after the House had passed it October 
7th. You recall that the Senate passed it at the last session but action 
in the House was forestalled by the rush to adjourn. 

S. 755 is a great victory for MBA because it was essentially our 
bill from beginning to end. Past President Mullenix, your last year’s 
officers, General Counsel Miller B. Pennell and all the others who 
worked to secure this measure deserve the Association’s thanks. FHA 
officials and Sen. George L. Radcliffe also deserve the highest praise 
for what they did to secure this very important amendment to the 
National Housing Act. 

Because of $.755, holders of FHA mortgages will not be forced to 
foreclose the loan of a man in service if it becomes delinquent, yet the 
interest on the debentures begins to accrue at once. Thus what might 
have resulted in a very unpleasant public situation has been averted. 
Lenders’ rights have been protected and, what is more important, the 
man in service has been given every possible protection. Many life 
company members have already expressed their gratitude to MBA for 
early realizing the need for such an amendment and going right down 
the line to see that it became law. We take considerable pride in this 
accomplishment. 

In last month’s issue you may have noticed that we have under con- 
sideration the organization of a2 new Appraisal Division. The Com- 
mittee to explore this possibility has been appointed and as soon as all 
acceptances have been received it will be announced in these pages. 
After that, preliminary work will begin to determine the need for such 
a division, how it would operate and what would be its objectives. We 
plan to send a questionnaire to all MBA members asking their views. 
\ppraising has become almost more important in our operations than 
ever before. A division within MBA devoted to it would, it seems to 
me, be a helpful and constructive move at this time. 

Regarding the much-discussed ruling on salesmen’s commissions, the 
“clarifying” statement which the Bureau of Internal Revenue prom- 
ised on October 7th would be forthcoming, has not been issued at this 
writing. In the meantime, you know that you can pay commissions due 
employees for September and October as usual if the rate of commis- 
sions or the amount of any other compensation has not been increased 
since October 2, 1942. (Write the national office for full text of the 
October 7th statement if you want it. ) 

It is my opinion that not in ten years have people been thinking so 
strongly and so realistically about more private enterprise and less 
bureaucracy. Of course we have all been thinking about this trend a 
oreat deal since the depression days yet it seems to me that a re-birth 
of thinking and action is occurring today. Look around you, in your 
own community and among your own friends, and see if you see what 
is apparent to me. 
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